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CONTROL 


We cannot control the changing markets, business cycles, political, 


social and economic forces, or mould them to suit our own special 


company needs. 


Each of us can, however, put our own company in such tight 
business trim and control that we may quickly take full advantage 


of whatever situation develops. 


As good managers this is the minimum expected of us. 
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EDITORIAL COMMENT ... 


How the Educational Foundation serves 


accounting education 


Next term, final year students will be introduced to three entirely new courses, Accounting 
III, Managerial Statistics and Report Writing. The new courses, culmination of five 
years of intensive research and revision of the R.I.A. curriculum by the Educational 
Foundation, will put a completely new emphasis on accounting education in line with the 
revolutionary trends that are now taking place in accounting. 


Along with revisions to existing courses, the new courses will stress the administrative 
aspects of accounting, whereas accounting education has traditionally been geared to the 
needs of financial accounting and auditing. This all too common problem of a wide- 
spread emphasis on the traditional role of accounting is evident not only in Canada but 
in many other countries where financial accounting has influenced the scene for many 
years, 


To modernize accounting, to bring it into touch with the actual realities and demands 
of industry today, the Educational Foundation of the Society has been pursuing a 
unique line of research. Recognizing that accounting has evolved from a clerical to a 
professional-type service in step with the growth and complexity of modern business, the 
Foundation has attempted to meet the new needs of the accountant. It has done this by 
determining and blending into a cohesive course of studies those professional and 
administrative skills which the accountant must have now and in the not too distant future. 
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Typifying the trend toward administrative accounting, the new Accounting III course 
which is presently under way, will be closely co-ordinated with the revised Accounting II 
course which went into operation last term. In recognition of the fact that too many 
topics were included in the old Accounting II course for thorough coverage, several of 
the topics dealt with there have been transferred to the new course, notably consolidations 
and branch accounts, while the remainder of the course has been completely rewritten 
to carry through the new treatment. 


The Accounting III course itself, besides incorporating the overflow material from 
Accounting II, will introduce many new topics with particular attention to accounting 
systems and internal control. This course, besides continuing the stress on traditional 
skills and habits of accountants, will emphasize these administrative aspects in antici- 
pation of that day in the foreseeable future when office methods will be completely re- 
organized. Already the transition is in progress with swifter data processing, greater 
volume of work and the high cost of clerical help increasingly pointing to the logical 
division of office staff into two broad categories: highly-trained accounting executives 
and semi-skilled clerks. As a corollary, of course, accounting routines will be broken 
down and simplified until they can be done by intelligent people after a short training. 


The new course in Managerial Statistics, now complete and in the process of being 
printed, is also oriented towards the needs of the administrative accountant, offering 
promising and inexpensive tools and techniques for analyzing and controlling costs, 
Report Writing, the other half course in the final year, is now nearing completion. This 
course will complement the goals of all the other courses, providing guidance for the clear 
and precise expression of ideas, for communicative ability, one must agree, is not one of 
the glowing attributes of the average accountant. 


In their revision of the R.I.A. curriculum, the members of the various committees 
effecting the Foundation’s work have had to break new ground all the way. The general 
preoccupation with matters pertaining to financial accounting has resulted in very little 
attention being paid to the development of administrative accounting. Nowhere is this 
more apparent than in the dearth of published material on the subject, which became 
obvious when a textbook was sought for the Accounting III course. 


The resources of the Foundation have been concentrated in areas which will be most 
productive and beneficial to the R.I.A. student and hence to accounting in general. 
Throughout the revision, the services of college professors and prominent business 
leaders have been enlisted to bring about a unique blending of the academic and practical 
aspects of accounting education. Through the Educational Foundation, a broad syn- 
thesis of accounting viewpoint, knowledge and skills is possible on a larger scale than is 
within the means of the individual university or accounting researcher. In the revised 
R.I.A. curriculum, the results of their work are available not only to the Society but to 
all who are interested in accounting education. 


In penetrating new accounting horizons through the close cooperation of accounting 
educator and practitioner, we see the important contribution an accounting body can 
make to the advancement of accounting education. In the completion of the present task 
and in the many other avenues of accounting research which lie ahead, the trustees hope 
the Educational Foundation will enjoy continued support. 
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M.N.R. vs. ANACONDA BRASS* 


By D. J. Lawson, 
Partner, Crease & Co., 
Victoria, B.C. 
One of Canada’s most famous tax cases, in which the LIFO 
method of inventory valuation was rejected, is the Anaconda 
Brass Case. This article reviews the concept of income as it 
is used in taxation, the interpretation of taxing statutes and 
the re-establishment of the rule of law as manifested in the 
decision of the Privy Council on the case. 
T IS perhaps unfortunate that the word “income” is used in both the acts under 
which a tax has been levied by the Federal Government. It would be more appro- 
priate if instead of calling it the Income Tax Act, it were entitled “An Act to Tax 
Certain Gains”. The accountant feels strongly that the concept of income 
is something particularly within his domain and he cannot feel pleased when lawyers 
disregard his pronouncements on the subject and proceed in direct contravention of his 
ideas. As far as taxation is concerned the word “income” denotes a taxable gain, 
the amount of which is determined to some extent by artificial rules. Some of these 
rules are set out specifically in the statute; others arise and develop as a result of 
judicial interpretation of the statute. 


I do not think there is any significant difference between the definition of income 
under the old Income War Tax Act and the Income Tax Act. The old act used the 
phrases “net income” and “net profit”, whereas in the new act “income” is not defined. 
Section 4 of the new act supplies a counterpart of the net profit concept of the Income 
War Tax Act and provides that, subject to the other provisions of the act, income 
from a taxation year from a business or property is the profit therefrom for the year. 
The word “profit” as used, indicates that income means gross revenues, less the 
proper expenses incurred for the purpose of earning such revenues. There are, there- 
fore, three factors in determination of a taxable profit. The first is that it is within 
a fixed period of time; the second is that it amounts to the gross revenues derived 
from the business; and the third is that from such gross revenues a taxpayer may 
deduct those expenses which were inherent in earning the gross revenues. It is inter- 
esting to note that in the original draft of the 1948 act, it was provided that income 
should be determined in accordance with generally accepted accounting principles. 
The Department however, found it necessary to abandon this definition due largely 
to the disagreement amongst experts as to what were generally accepted accounting 


* An address to the Victoria Chapter of the Society of Industrial and Cost Account- 
ants given on January 21, 1959. 





A partner of Crease & Company, Barristers and Solicitors, Mr. Lawson was educated 
in private schools in British Columbia and subsequently attended the University of 
Toronto where he took his degree in arts. He later studied law at Osgoode Hall and 
also under the Law Society of British Columbia. He was a Governor of the Tax 
Foundation from 1956 to 1958 and is presently the Vice-Chairman of the Canadian 
Bar Association, Taxation Section. 
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principles and as a consequence, the general definition of the word “profit” is left to 
judicial interpretation. This was subsantially the case under the Income War Tax Act 
as well. 

There are two fundamental rules in the interpretation of a taxing statute. The first 
of these is that the act must be strictly construed. That is, in order for the government 
to levy a tax, clear and unambiguous language must be used to show that the burden 
of taxation falls upon the taxpayer. If there is a doubt, then the taxpayer is entitled 
to the doubt. The second rule is that there is no equitable construction of a taxing 
statute. Providing that the language is clear and unambiguous, then the taxpayer 
must pay the tax regardless of any hardship which may be involved. We have all 
read of cases from time to time where a taxpayer has suffered a hardship by receiving 
an assessment for tax which I think it is fair to state was never contemplated by 
parliament or the government in drafting the act. However, a court cannot relieve 
against this hardship if the language is clear that the tax is imposed. 


AUTHORITY OF PRECEDENT 

Now the foregoing are very general statements and it is quite obvious that in deter- 
mining taxable income, some more fixed ideas or concepts must be added to the 
mere word “income” or the word “profit” in the taxing statute. For many years now 
courts have been interpreting these words and the interpretation of the courts over a 
period of years forms as much a part of the law as the acts do themselves. Dealing 
solely with the concept of income, the most frequently quoted authority is that of a 
House of Lords case (Whimster & Co. v. C.I.R.) in 1912, where it was held that in 
determining taxable income, two general and fundamental commonplaces have 
always to be kept in mind. In the first place, the profits of any particular year or 
accounting period must be taken to consist of the difference between the receipts 
from a business during such year or accounting period and the expenditure laid out to 
earn those receipts. In the second place, the account of profit and loss to be made up 
for the purpose of ascertaining that difference, must be framed consistently with the 
ordinary principles of commercial accounting. Too often in our recollection, we 
forget that this definition did not stop there but continued by saying that the ordi- 
nary principles of commercial accounting which are applicable are only those which 
are in conformity with the taxing statute. The decision of the Privy Council in the 
Anaconda Brass case rather abruptly reminds us that we can only rely on account- 
ing principles in determining income to the extent that they are applicable and in 
conformity with the Income Tax Act or in that case, with the Income War Tax Act. 

The accountant and businessman and the lawyer may then ask why the LIFO 
method of inventory accounting was rejected in the Anaconda case. His questions 
will probably be, 
1. Was there clear and unambiguous language in the act which caused the rejection 

of the LIFO method? 
. Was there anything in the words of the act with which the LIFO method was not 

in conformity? 
3. What conclusions may be drawn regarding the adoption of accepted accounting 

principles in other cases in determining taxable income? 


t 
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HISTORY OF THE CASE 

Before considering these questions it is probably as well to review briefly the 
facts involved in the Anaconda case. The company: had very large stock piles of raw 
material consisting largely of copper ore. Since 1936 the company had used the 
LAST IN FIRST OUT or LIFO method of inventory valuation for the purpose of 
determining its profits but it was not until 1946 that it adopted the LIFO method of 
accounting for the purpose of determining its taxable income. In 1947 the Minister 
refused to accept this method of valuation and re-assessed on the basis of the FIRST 
IN FIRST OUT or FIFO accounting method. Mr. Justice Thorsen in the Exchequer 
Court upheld the company’s contention that LIFO was the proper method of deter- 
mining taxable income. The Minister of National Revenue thereupon lodged an 
appeal to the Supreme Court of Canada. Three judges in the Supreme Court upheld 
the decision of Mr. Justice Thorsen but two judges dissented and their dissenting judg- 
ments are substantially similar to the judgment which was later delivered by the 
Privy Council. 

The Minister, having lost in both the Exchequer Court and the Supreme Court 
of Canada, thereupon lodged a further appeal to the Privy Council and at this stage 
he was successful and it was held that LIFO method of inventory accounting was 
not an acceptable method of determining the value of inventory for income tax 
purposes. 


JUDGMENT SOUND IN LAW 

There was, I think, a feeling of resentment in the accounting profession over the 
final decision of the Privy Council. This was no doubt heightened by the fact that 
the judgment in the Exchequer Court as well as the judgments in the Supreme Court 
of Canada accepted as a fact the evidence of the accountants that the LIFO method 
was a proper method to adopt for inventory valuation for any company carrying 
on a business of the nature of the Anaconda Brass Company. Furthermore, the 
Privy Council accepted, without question, this finding of fact and agreed heartily that 
the LIFO method might well from the business point of view be a sound accounting 
method to adopt. 

Viscount Simonds who delivered the judgment of the Privy Council, said: 

“Their Lordships do not question that the LIFO method or some variant of it 
may be appropriate for the corporate purposes of a trading company.” 

Notwithstanding the general acceptance of LIFO as a method of accounting at 
least in businesses of this nature by all judges involved in the case, it is fair to state 
that the majority of lawyers acknowledged that the decision of the Privy Council was 
sound in law. Obviously therefore there must be some implications in the judgment 
of the Privy Council of interest to accountants and lawyers and businessmen beyond 
the mere rejection of LIFO as a method for computing taxable income. 

It is interesting to note that no direct reference was made in the judgments to sub- 
section (d) of Section 6 (1) of the Income War Tax Act which prohibited in com- 
puting profits or gains the deduction of any amounts transferred or credited to a 
reserve or sinking fund except for such amount of bad debts which the Minister 
might prescribe by regulation. Although there was no direct reference to this section 
of the act, it is nevertheless implicit in the judgment of the Privy Council that for the 
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purposes of determining taxable income a reserve is never a proper deduction to be 
made. That is to say, that even without the provision of Section 6 (d) of the Income 
War Tax Act, a company would not be entitled to deduct from its profits reserves 
which it had created. In the first court, the Exchequer Court, Mr. Justice Thorsen 
said, after listening to the opinion of experts, that he concluded: 
“that where a manufacturing company avoids speculation or trading in its ma- 
terials and makes the sales price of its finished products closely reflect the cur- 
rent replacement cost of their materials content and matches its purchases of 
materials to its sales of finished products so that the inflow of the materials 
equals the outflow of the materials content . . . the LIFO method of inventory 
accounting is the method that most nearly accurately reflects its income position 
according to the manner in which it carries on its business.” 

It is probably this statement of Mr. Justice Thorsen’s with which the dissenting 
judges in the Supreme Court of Canada and also the judgment of the Privy Council 
took issue. The concept of LIFO inventory valuation does not concern itself with the 
flow of materials or inventory, but does not concern itself with the theory of flow 
of costs. Mr. Justice Thorsen’s attempt to relate the two was faulty in the eyes of 


the law. 


THE SUPREME COURT DECISION 
In the Supreme Court of Canada it is well to remember that of the five judges who 


heard the case, three agreed with the decision in the Exchequer Court and the two dis- 
senting, were in agreement with the judgment of the Privy Council when later de- 
livered. Chief Justice Kerwin of the Supreme Court quoted in his reasons for judgment 
part of the cross examination of an accountant who was called as a witness on behalf 
of the company, and this evidence was referred to again in the Reasons for Judgment 
of the Privy Council. During the course of this examination, it appeared that Mr. 
Justice Thorsen had asked the witness whether it would be possible for the LIFO 
method to reflect physical realities, and the answer given is illuminating. The answer 
is as follows: 
“It would be possible to be a reasonable reflection of the movements in a par- 
ticular year but cumulatively you would get probably further and further from 
reality. That is, at the end of ten years on the method you would probably not 
have at that stage the quantity of material on hand ten years’ old corresponding 
to the quantity which was priced at the prices of ten years ago, for instance.” 

The cross examination continued and in reply to a question from counsel the same 
witness said: 

“Well, I cannot speak as to the realities in this particular case but I do not im- 
agine that any of the company witnesses would claim for a minute that there is 
a quantity of metal now on hand acquired in the year 1936 equal to the quantity 
which is priced at that price.” 

This gentleman was a company witness and it is difficult to see, in view of the 
above answers, how Mr. Justice Thorsen found it possible to state that he was satisfied 
that the LIFO method most nearly accurately reflected the income position of the 
company nor how he said that the method could be applied in ascertaining the ma- 
terials cost of its sales and determining its net taxable income. 
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REASONS FOR JUDGMENT 


Let us turn then to the Reasons for Judgment in the Privy Council. Before this 
tribunal a counsel for the Minister referred to the decision Russell vs. Town & County 
Bank in which it was said that the profit of a trade or business is the surplus by which 
the receipts from the trade or business exceed the expenditure necessary for the pur- 
pose of earning those receipts. It was argued that it followed from the definition that 
the expenditure on the metals which could be regarded as an expenditure for the 
earning of the receipts for a given year is what the company paid for the metals used 
in its manufacturing processes which were sold to earn the receipts of that year and 
not the cost of raw materials purchased for use in some future year. Counsel further 
argued that the LIFO method is actually the cost of the metals for the replacement 
of metals used during the year. 

The company contended that the actual physical flow of materials and processed 
goods all are irrelevant in determining whether LIFO or FIFO is the accounting 
method appropriate to determine the annual profits of its business and the company’s 
counsel added that the primary question in the case was whether or not there was a 
rule of law that in estimating the annual profit of a manufacturing business there must 
in all circumstances be charged as an expense the cost of the materials actually used 
in the manufactured products sold during the year even although to estimate the 
profit in this way would be contrary to commonly accepted commercial and account- 
ing principles. 

Counsel added that if there is no such rule of law and the annual profit is accord- 
ingly to be estimated in accordance with commonly accepted commercial and account- 
ancy principles, then it becomes a question of fact as to what are those principles and 
what are the profits estimated in accordance with them; and counsel concluded by 
conceding that if the Minister was right in contending for the rule of law above- 
mentioned, his appeal would succeed. 

I think that these two arguments best summarize the positions of the Minister on 
the one hand and the company on the other. 

The decision of the Privy Council was delivered by Viscount Simonds. All decisions 
of the Privy Council are delivered by a single judge although the hearing is usually, 
as in this case, before five of the law Lords. Viscount Simonds referred to the com- 
pany’s contention that since the Income War Tax Act did not contain any definition 
of “annual net profit or gain” nor any directions how profit or costs of sales are to be 
ascertained, these matters could only be determined by the application of ordinary 
commercial principles except where such principles are expressly excluded by the act. 
He rejected this contention and in doing so, referred to the Whimster case mentioned 
earlier. He continued by stating, 

“It is in fact so far as tax law is concerned, a novel and even a revolutionary pro- 
posal that the physical facts, even where they can wholly or partly be ascertained, 
be disregarded for the purpose of the opening and closing inventory and a 
theoretical assumption made which is based on a supposed flow of cost.” 

He added the following: 

“There is no room for theories as to flow of costs nor is it legitimate to regard the 
closing inventory as an unabsorbed residue of costs rather than a concrete stock 
of materials awaiting the day of processing. It is in their Lordships’ opinion the 
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failure to observe, or perhaps it should be said, the deliberate disregard of, facts 
which can be ascertained and must have their proper weight ascribed to them 
which vitiates the application of the LIFO method to the present case. It is 
the same consideration which makes it clear that the evidence of expert witnesses 
that the LIFO method is a generally acceptable, and in this case, the most appro- 
priate method of accountancy, is not conclusive of the question that the Court 
has to decide. That may be found as a fact by the Exchequer Court and con- 
firmed by the Supreme Court. The question remains whether it conforms to the 
prescription of the Income Tax Act.” 

As we know, it was the view of the Privy Council that the LIFO method did not 
conform, since it was more remote from the actual facts of the changes in inventory 
than the FIFO method, or at least it had not been proved to be closer to the actual 
facts. In effect, the Privy Council said that we must take the facts and where they are 
not Known, then we make suppositions but the suppositions that we make must be as 
close to the facts as possible. They did not consider that the assumptions made in 
the adoption of the LIFO method were particularly close to the facts. It was a method 
adopted for business purposes in order to regulate profits from year to year rather 
than to determine in a one year period. Under the Income Tax Act or the Income 
War Tax Act with each problem we are concerned with income for a one year period 
and the Crown in levying a tax is not interested in income for other years. 

To revert to our questions, was there clear and unambiguous language in the act 
which caused the rejection of the LIFO method? I think it is proper to say that the 
language of the act was sufficiently clear that it would not permit the LIFO method 
of inventory valuation. The act refers to income and income in a fixed period and 
the LIFO method is designed to give a more accurate picture of income over a series 
of fiscal periods than in any one period, if it is considered as an isolated case. The 
company’s own witness acknowledged that the adoption of the LIFO method would 
over a period of time remove the costing of the inventory further and further from 
reality and this evidence was an important element in the decision. 

One other aspect proved fatal to the company’s case. It is fundamental that in 
lodging its appeal against the assessment made by the Minister who was using the 
FIFO method, the company had to show that their own method gave a more accept- 
able picture of inventory valuations than the Minister’s method. It was proved to the 
satisfaction of all judges involved in the case that LIFO was a satisfactory method for 
inventory valuation but the dissenting judges in the Supreme Court and the judgment 
of the Privy Council are fundamentally all based on the fact that the Company failed 
to prove that the LIFO method gave a more accurate picture of inventory values than 
the method adopted by the Minister. ~ 

Finally, what conclusions are we to draw? Only this: There are differences in the 
interpretation of income by economists, by accountants, and in the eyes of the law. 
The statute makes no attempt to define income, but this does not mean that the law 
has vacated the field of definition to either the economists or the accountants. The 
views of the accountants will undoubtedly be helpful to the judiciary and to parlia- 
ment, but the final interpretation of a taxing statute is a matter of law. As Professor 
Labrie has said in his book, the questions involved must never be determined on the 
strength of expert testimony in one field of human affairs. The meaning of income is 
a question of law and not of fact. 
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LOOKING AHEAD 

An experimental mobile service unit for cars has been developed. It is battery- 
powered, holds 300 gals. of gas, 48 quarts of oil and other small needs. It has been 
especially developed for shopping centre patrons. 

Private pension plans now cover one quarter of the U.S. working force. Employees 
foot about 84% of the cost. Contributions on an annual basis total $4.5 billion a 
year. Total assets today are $33 billion and in six years, will amount to $77 billion. 
At that time, they will equal bank savings. Undoubtedly, they are destined to wield 
great economic and social power in the future in the U.S. as in Canada. 


Businessmen may be slightly shocked by a recent survey made among their sons. 
Only 2% wanted to become owners or managers of business enterprises. Fifty per 
cent of all interviewed wished to enter the traditional professions of medicine, law 
or engineering. 


ON THE PERSONAL SIDE 

Compulsory retirement should be done away with says a recent medical report. 
Repeated studies show that the healthy older worker is usually as good as and often 
better than his younger colleague. Such flexibility as is necessary to retain good 
older workers should be introduced into retirement schemes. 

The percentage of older workers is increasing and intelligent use of this reserve 
of human resources should be made by industry. 

It is wise to remember in the midst of data processing, linear programming, operations 
research, cost accounting and the rest of the so-called techniques of scientific man- 
agement, that a business is first of all a system made up of human beings. The 
opinions, objectives, assumptions and even errors of human beings are of prime 
concern to managers of businesses. In the second place, risk is of the essence and 
risk-making and risk-taking constitute the basic function of an enterprise. 

Any technique or procedure failing to recognize and pay heed to these two concepts 
will at best and perhaps but seldom improve only a part or a function of a business. 
How often do you think in terms of the effect of your work in a social and corporate- 
wide sense? 

The coffee break is becoming a fixed feature of office workers. A recent survey by 
Noma shows that 81% of offices have had coffee breaks for more than 5 years, more 
than a third for 10 years. Only 0.6% have ever dropped the practice. 
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OF GENERAL INTEREST 

Industrial design as a business has had and is having an interesting time. The 
industrial designer of the thirties was a cosmetician to industry or to use a trade 
phrase, a wizard of gloss, the theory at that time being that an attractively designed 
product always outsells an ugly one. 
e One famous designer restyled a radio in 1932 at a retooling cost of $15,000 and 
the manufacturer’s sales rose by 700%. 
e World War II had passed before design in depth, or total design, rather than face- 
lifting was accepted. 
e Jobs progressed from product design to such projects as making recommendations 
for Montreal’s cultural centre. Shopping centres and groceteria layouts are also 
part of their work. 
e Present fees charged by public design firms run from $500 to $5,000 per month, 
dependent on the firm’s prestige, plus from $10 to $20 per man hour of technician 
time. 
e Designs are pretested by exposure in stores and public places and recordings of 
spectators’ comments are made. 
e Series of designs, particularly message-carrying packages, will be exposed to 
large groups. An elaborate series of questions will be put to individuals in an attempt 
to get their reactions. From the answers, of course, the one and only package is 
brought into being. 


Crown companies are always an interesting and controversial subject, There is also 
a great deal of misinformation about them. Here are a few facts— 

¢ There are 41 companies operated by the Government of Canada. 

¢ Four broad groupings are discernible. In the first group are departmental organ- 
izations controlled by a minister, and very much like a regular government depart- 
ment. Commissions, such as the Unemployment Insurance Commission, are an 
example. 

* There are 11 agency corporations in the second group which act on broad policy 
bases rather than on day-by-day control of a minister. The National Harbour Board 
is an example. 

* Proprietary corporations are those most like a private enterprise. There are 13 
of them. Polymer Corporation, the big synthetic rubber plant at Sarnia, is an example 
as well as the C.N.R. 

* A fourth classification consists of a miscellaneous group such as the Wheat Board 
and the Bank of Canada. 


* Proprietary corporations pay income tax like other private businesses and are 
treated in exactly the same way by the inspectors and auditors of the Department 
of National Revenue. 
* Crown corporations pay sales and excise taxes and customs duties, as do all 
federal departments. 


* They do not contribute to political funds and in only a very few cases do they 
contribute to local charities. 
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LABOUR RELATIONS * 


By W. D. Shuttleworth, 
Labour Relations Manager, 
Canadair Ltd., Montreal. 


In the complicated give and take of labour-management 
relations, it is sometimes forgotten that the essential function 
of management is to manage and that of the union is to protest. 
Once this clear division of responsibilities is recognized, much 
of the confusion and misunderstanding surrounding labour 
negotiations and continuing relationships will dissolve and 
each of the parties will feel free to pursue its policies in confi- 
dence and mutual understanding. 


O HAVE good company-union relations is surely a responsibility of both parties. 
However, there is little doubt that management must go considerably more 
than half way before it can hope to obtain a good degree of labour peace. 

By management is meant every member of the supervisory hierarchy. A sound 
labour relations policy can be scotched by an operating foreman, whose poor hand- 
ling of a situation can have just as bad an effect as an unsound top level directive. 
Promoting and maintaining good labour relations, then, becomes not only a respon- 
sibility of the labour relations department but a duty of every member of management 
who has direct or indirect contact with the union. 

The variety of individual opinion on handling human engineering problems 
makes the job of coordinating practices extremely important and, to put it mildly, 
difficult. Nevertheless, operating supervision who deal with the union must know 
and accept certain fundamentals before they can be expected to handle the more 
complex problems effectively. Here are six basic facts that will make the labour 
relations job easier if they are recognized and accepted. 


UNION CHARACTERISTICS 
1. The union is a bottoms-up organization. 

The union at the local level has little concept of authority as it is known ina 
management organization. The stewards, grievance men, business agents and presi- 
dent are all elected officers whose positions depend on their popularity with the 
members. Their mandate and directives come from below and if their policies and 
practices don’t meet with their members’ approval, they are voted out of office. 


* An address to the Eastern Townships Chapter of the Society of Industrial and 
Cost Accountants given on January 29, 1959. 





The author joined Canadair Limited as Security Officer in 1945 after six years of 
service in the Intelligence Branch of the R.C.M.P. In 1947, he moved to the Indus- 
trial Relations Department where his first project was to organize the Company 
Recreation Association. Subsequently he has had experience in all functions of per- 
sonnel, for the past nine years principally in the employment and labour relations 
spheres. He is presently Labour Relations Manager with the company. 
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2. Unions are constantly striving for security. 

Unions seldom feel that they are an accepted part of the business organization 
and are constantly seeking means to secure their positions. Among the obvious 
methods they use, of course, are the various formal security provisions which are 
negotiated into contracts; the check-off, which relieves them of the task of personally 
collecting monthly dues from each of their members; compulsory membership; union 
shop and a score of others. 

Joint administration, and even sole union administration of welfare plans such 
as retirement and insurance plans, puts a service into the hands of unions which 
affords them a measure of security with their members. 

The labour movement hasn’t restricted itself to the local level in this respect. 
Unions have been largely, if not solely, responsible for instituting our labour legis- 
lation and their activities along this line are continuing. 


3. Unions represent workers. 

This is a simple truth about unions which is too often forgotten. The union has 
the right to bargain for those it represents. When management suggests that a union 
goal is not consistent with workers’ wishes, its own position is not strengthened 
and the odds are it is wrong. Management should not try to represent aggrieved 
employees at the bargaining table nor should the union presume to represent the 
company. 

4. Unions focus their attention on the worker, not the work. 

Whereas members of management are oriented toward satisfactory production 
of goods, the union is concerned only with the interests of the workers. Its main func- 
tion is to force management to consider the effects of company policies and practices 
upon these interests. 

5. Workers judge the union by results. 

The union has to win and hold the loyalty of its members and this is no easy task. 

The individual worker often thinks of his own satisfaction rather than the group’s. 

For this reason the union must spend a great deal of time in handling individual 
complaints and grievances. If the worker is not satisfied, and satisfaction usually 
means a complete fulfilment of his desires, he is likely to become one of the union’s 
severest critics. 


6. Unions are here to stay. 

The union is ordinarily thought of as an extraneous, rather than an integral part 
of the industry. This is probably because it was organized by the workers and not 
by management. Nevertheless, it is part of the structure of the organization and will 
continue to be, just as long as the present industrial social structure exists. Industry 
must accept this fact, take a firm grip on its management prerogatives, and bargain 
as equals. 

A full acceptance of these six fundamental facts of unionism is a prerequisite 
to good labour relations. 

The negotiator seeking the reason for some perplexing union request or complaint, 
can often get his answer by considering the problem in the light of one or more 
of these axioms. 
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CONTRACT NEGOTIATION 

To the layman, the greater part of the labour relations job is negotiating the col- 
lective agreement. This is far from the truth. Negotiations are a continuing process, 
The administration of the agreement, particularly under the operation of the griev- 
ance procedure, is nothing more nor less than negotiation with the union. Contract 
negotiation, however, is a particularly important phase of labour relations because 
it sets the stage and outlines the rules under which every day relationships are 
carried out. 

The contract therefore must be practicable and workable. Whereas a clearly- 
worded, cast iron contract is most desirable, the real object is to sign an agreement 
under which both parties can operate. The management negotiating team which 
has hamstrung the union with a clause under which it cannot carry out its responsi- 
bilities has done a remarkably poor job. Quite often during negotiations, 1! > two 
parties come to agreement on a particularly sticky issue only to find that they can't 
agree on the actual wording of the clause. Each is fearful that the opposing party 
has some ulterior motive in insisting that certain phrasing be employed, or that it 
has no intention of living up to the spirit of the agreement. Unions, particularly, 
like to have contracts couched in terms which build them up in the eyes of their 
suembers and other unions. Nor is management altogether innocent in this respect. 
There is no doubt, however, that a compromise in wording is preferable to a strike. 
Double-talk in labour contracts, then, can usually be traced to the particular bargain- 
ing circumstances. 


CONTRACTUAL RIGHTS OF LABOUR AND MANAGEMENT 

Whereas the labour agreement makes many concessions and provides legal pro- 
tection to the union in a variety of fields, management itself gets only two things 
out of the contract. One is the right of administrative -action—the right to manage. 
The other is protection from strike—the no-strike clause. The rest of the agreement 
consists of rights and prerogatives which at one time were purely management 
functions but now are rules by which management must abide. 

For example, before the days of seniority provisions in labour contracts, manage- 
ment handled the layoff and rehire of employees as a unilateral right. There is prob- 
ably no labour contract today which does not outline to a lesser or greater degree 
the manner in which a layoff must be carried out. 

A little more than a generation ago, there were few businesses whose manage- 
ment would not be horrified at the thought of someone disputing the manner in 
which it disciplined an employee. Today, many are equally horrified, not only to 
find the union openly critical of some disciplinary measure, but that it has a con- 
tractual right to make management explain its action to the satisfaction of a dis- 
interested third party. 

With two exceptions, every clause of any current labour agreement provides 
certain rights for the union which were previously management functions. But these 
exceptions are important ones. Freedom from strike gives management assurance 
of an uninterrupted operation. The right to manage puts the administrative initiative 
right where it belongs. The management clause, and management’s right to manage, 
is the foundation upon which the whole company-union relationship is built. 
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SPHERES OF RESPONSIBILITY WELL-DEFINED 

Management has the authority to direct and control its work force. The essential 
function of management is to manage—that of the union, to protest and appeal. 
Why then should management be surprised or angered when the union exercises 
its normal function of objecting? A union complaint is not necessarily a personal 
affront to management judgment. Unions were born to protest and they have thrived 
on objections and criticism of management throughout the whole history of unionism. 
There are no doubts in union circles about this point. They don’t want to make 
management decisions. They can’t afford to, for by so doing they would lose their 
right to protest. 

Unions always base their objections or grievances on a management act or omission. 
There are no exceptions here. Now, the line supervisor or labour relations man 
who accepts this axiom has overcome one of the most difficult hurdles in the busi- 
ness. He is the man who can go about his business of managing without the constant 
uncertainty as to what his responsibilities are. His approach to everyday problems 
concerning personnel is an objective one. He knows that he has to operate under 
certain prescribed rules in the labour agreement in the same manner that he ob- 
serves other company policies and procedures. But his decisions are less likely to 
be based on personal emotions and will therefore probably be better. 

POSITION OF EMPLOYEES 

Unions are political organizations and leaders must be popular with rank and 
file members to continue in office. When they lose support they are very likely to 
lose their jobs. They are quick to seize upon management actions or omissions 
which can be made into popular issues with their members. If the issue has sufficient 
membership appeal, their position is strong and they can push their demands on 
management to the limit. But as a rule their members are fickle and their loyalty 
transitory. Over the long period, their loyalty is to the company which controls the 
distribution of rewards and individual recognition. The alacrity with which even 
a union steward can change his point of view, if he is promoted to foreman, is 
remarkable. 

But the company which is insensible to the human dignities of employees is a 
breeding place for a strong, aggressive union. And the company which fails to act 
in any one of the many areas which affect the worker is giving up the right to manage 
and is inviting the union to take over. Where there is an unfulfilled need for manage- 
ment action in the personnel field, you can be sure that the initiative is taken over by 
employees, probably with union leadership. 

GETTING ALONG TOGETHER 

A trap into which many labour relations people fall, is that of playing footsie- 
footsie with the union. Indecision, caused by fear of what the union may do, prompts 
them to base their decisions on what will be acceptable-to the union, or they may 
even consult the union on the question. This eventually leads to a company-union 
partnership which can come to nothing but a bad end. Do not be partners with the 
union. The union cannot be party to management decisions or it loses its right to 
protest. If it says how an employee should be disciplined, the union is finished insofar 
as representing the employee is concerned and, worse still, management has given 
up its function of managing. 
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Where a tough decision faces management, with possible union repercussions, 
it may help to remember that a union complaint cannot have serious consequences 
unless it has the support of the members. Contemplated management actions of 
this type should be justified as business, production or personnel necessities. Man- 
agement should be completely aware of all the implications of an action before 
proceeding and should be ready to answer the question “why?” 

Very often it is a good idea to explain fully to the union what the action is and 
why it is being taken. Not only does this give it the satisfaction of being recognized 
by the company, but it also enables the union to answer its members’ questions about 
the action. The union might even help to implement the action if it is convinced 
the employees will benefit. If on occasion the union objects to a proposal, this should 
not necessarily deter management from giving advance notice. Union objections 
can sometimes be turned into constructive criticism. When some action has major 
implications, it is always well to know the views of the employees expressed through 
their union. However, should business necessity prompt a move which is unpopular 
with the union, it is advisable to consider how explanations will sound in arbitration 
because the issue might be taken there. 

As has been stated, one of the main functions of the union is to force management 
to consider the effects of its policies and practices upon the workers. The management 
objective, on the other hand, is to get the work done cheaply and well. Even when 
management recognizes that worker satisfaction is essential to efficient production, 
it often resents having the fact “rammed down its throat” by the union. Actually, 
if senior members of management would accept, or at least understand, the union’s 
point of view and functions, they might well find the union a useful part of the 
total structure. If worker attitudes must be considered, management usually finds 
it simpler to have one organization representing a composite of these attitudes. 
Moreover, it is easier to discuss complaints, company policies, or changes in practice 
with a small group of union officials than with a mass of individual workers. In 
this particular area, the union can function like any other part of the company 
structure, examining and selecting from a mass of detail the significant matters 
to be presented to management and aiding in the interpretation, through its know- 


ledge of these details. 


CONCLUSION 

No two labour-management relationships are exactly the same and what may 
work well in one situation may be a complete bust in another. It is essential to good 
labour relations in any situation, however, that management recognize and accept 
fully the union’s right to bargain and settle for those whom it represents. Management 
should then bargain with union as equals. The word “bargain” implies a willingness 
to take acceptable compromise or alternative solutions, but when a settlement is 
reached, each party should live up to its commitments and hold the other party 


to theirs. 
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For further reading 


THE RELATIONSHIP BETWEEN MANAGEMENT AND LABOUR, By Victor Feather, The 


Cost Accountant. July 1958. 


FRONTIERS IN LABOUR-MANAGEMENT RELATIONS. AMA Personnel Series #164. 


UNIONISM: PAST AND FUTURE, By Leland Hazard, Harvard Business Review. March- 


April 1958. 
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The Economic scene... 
by W. Allan Beckett 


THE INVESTMENT OUTLOOK 


HIS month an important document will emerge from Ottawa. This is the Depart- 

ment of Trade and Commerce annual report on the Public and Private Invest- 
ment Outlook for 1959. Incidentally, to most of us, investment refers to the purchase 
of stocks or bonds for the purpose of income or capital gain. In this report, invest- 
ment is used in the economist’s sense to mean spending by business, by governments 
and by individuals for new capital goods. A better term, and one that is coming 
into wider usage, is capital formation. 

There are at least two major reasons for the importance of the investment outlook. 
Spending for capital formation is a vital ingredient in the ups and downs of the 
business cycle. When the demand for factories, houses and roads increases, important 
secondary effects are generated. Materials are required, and jobs created. The dollars 
spent on capital goods thus create incomes which in turn are spent on consumer 
goods and services. 

A decline in spending for new capital goods works exactly in reverse, drying up 
jobs and incomes and creating a reduction in demand all along the line. In short, 
investment dollars are high-powered, double-duty dollars and a change in their 
flow may mean the difference between prosperity and recession. Naturally, an esti- 
mate of such spending for 1959 provides us with an important clue to the general 
health of business in the year ahead. 

A second major importance of the document is the detailed information it provides. 
While the over-all totals are helpful for following and forecasting general business 
activity, the detail furnishes essential market data for the construction industry 
and related suppliers. 

The various classifications include, as implied, a division into spending by private 
business, and by governments at all levels. The data are also classified by major in- 
dustry groups. In addition to showing projected spending on new plant and equip- 
ment, estimates are included for repair and maintenance. These latter are treated 
as current rather than capital expenditures. 

Actual expenditures of the most recent years are shown for comparative purposes. 
Later, a supplementary report is issued which provides similar details for the major 
regions, provinces and the larger cities. 

Thus a construction firm or the supplier of building materials, machinery or other 
equipment is furnished with data that are extremely helpful in forecasting his own 
demands on an industrial and geographic basis. 

The information is gathered by a survey of a large number of business enter- 
prises and government departments, supplemented in some cases (e.g. housing) 
by forecasts of government research workers. Over the twelve years in which the 
forecasts have been available they have been reasonably accurate regarding both 
the direction and level of spending for capital goods. There is a slight tendency 
for the forecasts to be low in periods of rising economic activity, such as we envisage 
for 1959. 
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What of the outlook for 1959? Even without the Report it is possible to make a 
reasonably shrewd guess about the total investment figure and some of its more im- 
portant components on the basis of related information. 

First, the Federal government estimates have been presented and these suggest 
a further increase in capital spending in this sector. At the provincial and municipal 
level, a fairly heavy backlog of needed services—schools, roads, hospitals—still 
exists and a further increase can be expected here. 

Second, we know that capacity is reasonably ample in some basic industries— 
aluminum and newsprint are two examples—and that there is little incentive to create 
additional plant. New investment in resources-based industries will not likely grow. 

Third, we have some actual statistics on forward commitments to buy capital 
goods which serve both as a cross check on the Trade and Commerce Survey and 
as a means of forecasting before it becomes available. One of these is the information 
on contracts awarded for new construction compiled and published by Hugh C. 
MacLean Ltd. These figures are available through January 1959. Contracts for 
housing rose by about 70% in 1958 from 1957. Many of these contracts were of 
course completed in 1958, since the lead time of contract to completion may be about 
six to seven months. Thus the rate of the past six months in contract awards may 
provide us with an idea of actual spending for the first six or seven months of 1959. 
This rate exceeds the 1958 average by another 10%. Thus even should there be a 
decline in new housing started from here on (and this is difficult to predict) the 
year as a Whole should end up close to last year’s. 

The same type of analysis can be applied to commercial, industrial and engi- 
neering construction. Here awards in 1958 outpaced 1957 by about 12%. The lead 
time on contracts to work put in place is more difficult to pin-point here, and more 
variable. The best guess is that it is something approaching a year. The gain in 
these categories occurred closer to the end of 1958, so that some of the completion 
will take place late in 1959 or even spill into 1960. Part of the gain here, too, repre- 
sents public construction for which an increase has been allowed. On balance it 
appears that private business spending for new plant may hold its own, but the 
important part is that it will probably be rising later in the year. 

A final check permits an assessment of possible expenditures on new machinery 
and equipment. A measure is available for new orders placed for producers’ durable 
goods with industries such as industrial machinery, heavy electrical equipment and 
machine tools. These, of course, declined sharply during the late recession, falling 
10% between 1956 and 1957, and a further 12% in 1952. Lead time for new orders 
is also variable, but four to six months seems to be near average. What is significant 
here is that new orders have been rising, albeit modestly, since last June. The 
increase in orders should now be reflected in higher ‘output. A continuation of the 
trend would bring spending for this component back close to 1958 levels for the 
year as a whole. 

When all the pieces are put together, except the government survey itself, it ap- 
pears likely that capital spending in 1959 may be a little different from 1958 at a 
level of some $8.5 billion. The important difference is that new investment was de- 
clining slightly through 1958, while the monthly data on contracts and new orders 
suggest that the flow will increase through 1959. 


{i 








CONTROL AND ACCOUNTING FOR 
RESEARCH AND DEVELOPMENT COSTS 


By F.C. Dykeman, 
West Coast Offices, 
Price Waterhouse & Co. 


In today’s world of science, no company can afford to ignore 
the importance of research both to the welfare of the com- 
pany and to the national and economic security. Not only 
must more money and effort be spent on this activity, but 
better use must be made of existing facilities. Here the com- 
plementary roles of management, research, finance, manu- 
facturing and sales in promoting more effective research 
efforts are discussed. 


USINESS experiences prove the statements that competition will soon eliminate 

a business which does not seek to improve its present products or find new 
ones through research and experimentation. Despite this recognition of the im- 
portance of research, the problem of more effective use of scientific personnel 
and resources remains. Let us review how this may be accomplished through the 
cooperation of and improved communications between management, research, 
finance, manufacturing and sales personnel. 


THE ROLE OF MANAGEMENT 

The attitude of management toward research and development will greatly influence 

this activity. Management will decide which type of research will be conducted, 
whether: 
(1) fundamental research, which is directed toward extension of scientific knowl 
edge, or (2) applied research which may be directed toward the development of new 
products, processes, the improvement or cost reduction of existing products or 
processes, or (3) a combination of fundamental and applied research. Management 
will establish the organization structure for research, obtain competent technical 
personnel, establish methods of communication, and provide the funds, research 
facilities and a suitable working environment. 

Many data are available to assist management in determining the total amount to 
budget for research and development. Statistics by industry reveal the average ratios 
of research and development costs to net sales. Formulas have been developed to 
relate these costs to anticipated capital investment requirements and potential sales 
income. In the final analysis, however, the amount budgeted for research and de- 
velopment is established by management’s judgment of the cost entailed in reaching 





A Certified Public Accountant of the States of New York, Michigan and California, 
MR. DYKEMAN has also had considerable management consulting experience. From 
the audit staff of Price Waterhouse & Co., which he joined in 1941, he transferred to 
the Management Advisory Services Department, working as a director in the Detroit 
office and later as a partner in charge of these services for the West Coast offices 
of the firm. He has assisted the Universities of Michigan and Detroit in establishing 
courses in systems and procedures and is a member of several professional organi- 
zations, including the National Association of Accountants. 
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the company’s research objectives. Presumably, the upper limit of this expenditure 
will be set by the ability to finance the research program and the lower limit by the 
minimum amount required to maintain the position of the company in industry. 
Management will also approve the allocation of funds to specific projects as requested 
by research personnel. Usually in allocating funds to specific projects, priorities are 
established by management based upon comparisons of estimated financial return on 
each project and its contribution to the research program. 

After providing for research requirements, management will share responsibility 
for the constant evaluation and re-evaluation of progress on important projects and 
will approve the acceleration, deceleration or discontinuance of projects. Of great im- 
portance to the success of research activities is the appointment of a research director 
who will have primary responsibility for the success of research activities. 


ROLE OF THE RESEARCH DIRECTOR 

Research is the means through which managerial policies and decisions are imple- 
mented. The first job of the research director is to understand the company’s opera- 
tions and then to outline the efforts required to accomplish the objectives. He will 
organize and staff the research activity; he will be responsible for the preparation and 
administration of the detailed research programs, and will control and direct the efforts 
of the research technicians. The research director must provide the communication 
link between management and research personnel and establish and maintain the 
proper working environment for his technicians. 

In developing research programs it is necessary to weigh carefully a whole series 
of calculated risks, involving the importance of the results to the company, the 
amount of effort required to achieve them, and the probability that the work will be 
successful. As research work progresses, programs may be revised in accordance with 
repeated evaluations of progress on major projects and the changing importance of 
successful conclusions of certain projects to the welfare of the company. In effect, 
continuous and careful planning and administration of projects—and adequate super- 
vision of the activities of technicians are basic components of a system for the control 
of research and development costs. 


ROLE OF FINANCIAL PERSONNEL 

All too frequently the words cost and control lead to thinking only in terms of 
accounting and financial personnel. It is true that these members are important par- 
ticipants in control activities for they act to keep research management dollar-con- 
scious and actual research and development expenses in line with budget forecasts. 
Furthermore, they provide financial data useful in evaluating the wisdom of past 
decisions about the allocation of funds and, on the basis of past results, guide man- 
agement in the development of future programs. 

As it is usually possible to measure the cost of research-by departmental and pro- 
ject responsibilities, the principal financial control tools are the research department's 
budget reports of controllable expenses and the project budget reports. Departmental 
budget reports show costs by classes of expenses and compare the total cost for each 
controllable expense with the budgeted amount. Reasons for significant differences 
between actual and budgeted amounts are investigated and the indicated action is 
taken to strengthen control over these expenses. Project budget reports (Exhibit I) 
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reflect the costs incurred by individual project designation and enable comparisons 
of authorized and actual expenditures at estimated and actual percentages of com- 
pletion of the projects. As financial data alone do not describe what has been ac- 
complished, project cost reports for management should include descriptions, pre- 
pared by research personnel, of results obtained and their significance. For example, at 
the completion of Project Number 1-1001 (Exhibit I) research personnel should 
describe in non-technical terms the results of the exploratory phase of the studies 
as compared with the objectives of the project. Improvements in the state of the art, 
technological advances, or limitations to further advances in specified areas of know/l- 
edge must be communicated in understandable terms to the various members of the 
management team. Similarly, reasons for costs in excess of budgetary allowances, 
such as for Project 2-1001, should be clearly defined and requests for additional funds 
should give management adequate information for re-evaluation of the project's 
importance to the company. 

Frequent comparisons should be made between budgeted and actual research 
expenses to enable management to reallocate available funds between existing pro- 
jects. This should be done on the basis of the current estimate of the relative im- 
portance of the projects and the costs to complete the required research. While finan- 
cial data will be most useful in evaluating results of projects, many projects, especially 
those in the areas of fundamental research, cannot be adequately judged through 
financial data alone. In those areas, the only financial criterion is the adequacy of 
the estimate of funds required for the project. 


ROLE OF MANUFACTURING AND SALES PERSONNEL 

Ideas for new products, processes and methods developed by research personnel 
are, if successful, transferred to the production departments for commercial appli- 
cations. New products must be marketed by the sales organization. As a five to ten 
year-time lag between initiation of research projects and production and distribution 
of new products is not unusual, both present and proposed manufacturing and dis- 
tribution facilities should be considered before embarkation upon new product re- 
search programs. 

Many suggestions for process improvement and cost reduction research programs 
may be proposed by manufacturing personnel, if channels of communication to 
management and research personnel are effectively maintained. Similarly, sales per- 
sonnel may be in a position to report product improvements by competition and new 
products required to complete a product line. These data should be considered in 
establishing the technological needs of the company. 


EVALUATION OF RESEARCH AND DEVELOPMENT 

Evaluation of research results is an important part of management’s attempt to 
control costs, for by this means management reviews the effectiveness of past de- 
cisions and control methods. These data are then used to guide future control activi- 
ties. Evaluation of research and development, however, is a difficult problem. Some 
types of successful research show up in increased profits, while others counteract 
influences which would otherwise tend to decrease profits. Moreover, certain research 
efforts result in numerous improvements to products, processes, and manufacturing 
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equipment which individually reduce costs slightly but on an overall basis help ma- 
terially to maintain the company’s profits. 

As a result of these conditions, the research evaluation is rarely made on a quanti- 
tative basis only. However, to probe the effectiveness of research, the following ques- 
tions should be asked: 

|. Does the research organization provide solutions to the technical problems that 
the company encounters in its growth or competitive struggle? 
. Does it understand the position the company wishes to attain in the future and is 
it assisting to overcome problems to be faced at that time? 
3. Does the research organization create the needed technology when required and 
does it assist in getting the research results applied? 
4, Are research costs controlled effectively? 
. Where specific project costs and results can be identified, have the results im- 
proved the profitability of company operations—and to what extent? 
6. Are communication channels to and from research management properly used 
so that research management has become a part of the executive team? 


to 


tn” 


Detailed answers to these questions should establish the extent to which the research 
organization is meeting the research objectives in terms of company’s technological 
needs, for it is only in these terms that the results of the research department should 
be evaluated. 

ACCOUNTING FOR RESEARCH AND DEVELOPMENT COSTS 

The great diversity of activities in research groups on individual company tech- 
nological problems has resulted in many differences in the accounting treatment of re- 
search and development costs. Lack of uniformity in distinguishing between research 
activities and technical services to production and sales departments, in establishing 
the cut-off between research and production costs and in allocating research costs by 
divisions and by product lines explains some of the differences encountered. 


MATCHING REVENUE AND COSTS 

In assigning research costs to accounting periods, two alternative methods are 
available. Research costs may be capitalized and depreciated over the accounting 
periods during which benefits are realized, or they may be charged against the income 
of the period in which the costs were incurred. 

Companies may defer research costs where capital assets result from research 
efforts or where new products are developed and are not sold until subsequent periods. 
Where research work is done for customers, these costs are inventoried. In most 
instances however, research costs are charged to expense currently because research 
is generally a continuing operation and costs tend to be_related to the size of the 
organization and to recur annually. Also, benefits received from research often can 
not be related to income of any specific period and research may involve risks of 
success or failure which may not be apparent for many years. 


ACCOUNTING CLASSIFICATION OF RESEARCH COSTS 
The organization of research and development will influence the accounting classi- 
fication of research costs. Where research is organized as a manufacturing function or 
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as a service to manufacturing divisions, research costs will generally be classified as 
manufacturing overhead. In these instances it is not unusual to find that the chief 
engineer, who is responsible for both research and production engineering, reports 
to the factory manager and that research is used primarily for improving present 
products and processes. Costs for research and development are not separated from 
costs of other engineering functions, such as evaluating alternative production pro- 
cesses or reviewing for acceptance deviations from print specifications. These costs 
are Classified as production costs, because they are incurred directly in connection with 
developing and producing specific products. 

Research may be aimed primarily at developing uses for the company’s products 
and at providing the technical data which selling and advertising will use to prove 
the products’ value. When laboratory experiments involving taste tests and sales pro- 
motion campaigns are directed toward encouraging prospective customers to visit 
company laboratories, research costs are frequently charged to selling expenses. 


Where research activities are organized on a central staff basis reporting to the 
president or to some other executive responsible for the administration of the com- 
pany as a whole, research and development costs are usually classified as general 
and administrative expenses. Research activities of this type emphasize the acquisition 
of knowledge which will aid management in planning the future course of operations, 
in extending the state of the art, and in gaining knowledge of processes and materials 
rather than specific company products. 


In many industries where new products and developments are actively sought, 
the total amount spent on research and development will greatly influence sales in- 
come and profits. In these instances, research and development will be a major func- 
tion and will be organized as a division separate from manufacturing and selling. 
To identify the amounts spent on research and development, these costs will be shown 
as expenses separately on financial statements. 


ACCOUNTING FOR INCOME RECEIVED FROM RESEARCH 

Income received from research and development activities may also be classified 
in the accounting records in several different ways. Where income from the sale of 
research services to customers is a major source of income, a separate revenue account 
may be used. Supporting financial schedules are generally prepared to reveal the 
revenue, costs, and income from these services. The columnar heading of a typical 
schedule are as follows: 


ELECTRONIC RESEARCH 




















Project 
No. Description Customer Revenue Cost Income 
l Guidance System US. $1,000,000 $950,000 $50,000 
Zz Timer XYZ Co. 40,000 36,000 4,000 
NUCLEAR RESEARCH 
l Tracking Device ABCCo. $ 50,000 $ 43,000 $ 7,000 
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Where income from research services is small and this activity is not a major ob- 
jective, such income is usually credited to research expense. Recoveries in the form 
of salvage from sale of equipment used for research purposes and income from inci- 
dental sales of items produced for experimental purposes usually are credited also to 
research expense. However, income from patents and royalties is generally con- 
sidered as other income in financial satements. 


CONCLUSION 

Nearly 17 billion dollars was spent in the United States on research and develop- 
ment during the first half of this decade. Inter-industry and foreign competition will 
insure that spending on research and development will far exceed this amount during 
the latter part of this decade. In view of the time lag of five to ten years between 
research and production and distribution, we can assume that the principal economic 
effects of the vast sums recently spent on research have not yet been felt. This is one 
good reason for believing that the next decade will be very productive in terms of new 
products, new industry, and greater wisdom. It is certain that the accountant will 
contribute, as a member of the team, to this economic improvement not only through 
his assistance in controlling research and development costs, but also in controlling 
the vast sums to be expended on newly developed products. 


For further reading 
ADMINISTRATION OF THE RESEARCH FUNCTION, By Kenneth G. Dykstra. AMA General 
Management Series No. 187. 
THE CORPORATE RESEARCH FUNCTION, By Bennett S. Ellefson. AMA Manufacturing 
Series No. 217. 
COST FOR RESEARCH AND DEVELOPMENT, By H. N. Tennant, The Cost Accountant, 
October 1957. 
PLANNING—KEY TO RESEARCH SUCCESS, By Robert K. Stolz, Harvard Business Re- 
view. May-June 1957. 

PERSONALS 
A. P. BOWSHER, R.I.A., has been elected a Director of Westcoast Transmission Company 
Limited. Mr. Bowsher, a member of the Calgary Chapter, is a Director, Vice-Presi- 
dent and Treasurer of Pacific Petroleums Ltd. and a Director of Humber Oils Ltd. 
JOHN LOGAN, R.I.A., Chairman of the Toronto Chapter, has joined the firm of Peat, 
Marwick, Mitchell & Co., Management Consultants. Mr. Logan was formerly with 
Ferranti Electric Limited. 
CLIFFORD B. WATT, R.ILA., F.C.LS., of-the Ottawa Chapter, has been appointed As- 
sistant Queen’s Printer. Mr. Watt was formerly Director of Financial Services of the 
Department of Public Printing & Stationery. 
DARELL CAMPBELL, Chairman of the Vancouver Chapter, has been appointed Assis- 
tant Secretary Treasurer of Canadian (B.C.) Telephones and Supplies Ltd. Mr. 
Campbell was formerly General Accountant with the company. 
J. R. MUNRO of the Vancouver Chapter, has been elected to the office of Vice Presi- 
dent of the Greater Vancouver Fire Protection Association. Mr. Munro, a past 
Chairman of the chapter, is with Tahsis Co. Ltd. 
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ROAD TO MANAGEMENT* 


By W.C. R. Jones, : 
Vice President, Industrial and Public Relations, 
Powell River Co. Ltd., Vancouver, 


The cost accountant aiming for a management position will 
have to learn, in the truest sense, to plan and control. There 
is much room for improvement in the present state of mana- 
gerial effectiveness and many debilitating management trends 
will have to be reversed if the economy is not to suffer. In his 
uphill climb and at the summit, the accountant will find his 
financial know-how his greatest asset. 


ENERALLY speaking, the road to management is a continuous one of experi- 
ence and continuing education of all types. There is no specific road map. Perhaps 
a textbook definition of management would be helpful in defining the goal: “.. . the 
profession of planning control of the use of men, materials, money and machines for 
production.” 
On his road to industrial management, we can assume the cost accountant starts 
off with an R.I.A. Our example knows some labour law. He knows some business 
organization. He knows accounting, and has passed some examinations. 


He has the vehicle to carry him on but does he have the drive—does he have that 
insatiable, high-power urge that makes him want to manage? If he does not have 
the motivation of interest, then he is best to remain a nine-to-five staff man. 

One of the surest ways of not becoming a manager is to do a poor job on an 
assignment, be it cost accounting or anything else. Another way is to invariably 
do something different than what is asked. 


GIVE SERVICE ABOVE DEMANDS 

In carrying out the actual cost accounting, our industrial accountant must supply 
the meaning of analyses to his supervisor at all times. Each study must provide some 
basis of comparison, either a figure from the plant for another period, from the 
industry as a whole, or some theoretical standard, so that management will know, 
without personal research, whether the project is good or bad. If the cost accountant 
does this, he will find his information being sought; in fact, his decision will be 
asked whenever new methods or machinery are to be installed. 

Let us cite another example, from labour relations. How often are cost accountants 
asked to compute what an extra percentage increase in wages would mean, what 
extra night shift differential would cost, etc., and how seldom do they supply man- 
agement simultaneously with relative figures on an industry or locality basis! How 


* An address delivered on September 11, 1958 before the Vancouver Chapter of the 
Society of Industrial and Cost Accountants. 





The author, a Registered Member of the Society of Industrial and Cost Accountants 
of British Columbia, is Vice President in charge of Industrial and Public Relations 
of the Powell River Company Limited. A Member of the Engineering Institute of 
Canada, Mr. Jones has had extensive experience in the engineering and management 
agp his field and has held executive positions with various paper companies 
since 1933. 
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many cost accountants draw to their management’s attention that when they speak 
of “wage increase” as being X-dollars, they are probably understating the actual 
cost to the company by as much as two, three, or four hundred percent? The cost 
accountant worthy of the name must realize that labour cost is present in taxation, 
in the cost of supplies, even in the financial cost and sales expense. This is considered 
by many to be non-labour cost. If the cost accountant points out that an hourly rate 
increase in a major industry is bound to set a pattern which will be reflected in the 
increasing of all other costs by about the same percentage, then he will have done 
his management a great service and given a truer view to industrial relations than 
usual. 

The point is that he will have used his special skills to help the manager extend the 
boundaries of his own particular thinking or skill. And so the accountant’s advice 
will be sought. He is making sure progress on the road. 


APPROACHING THE MANAGEMENT GOAL 

Along this road, progress will be barred as new skills are met. The cost accountant 
will be asked to prepare reports upon subjects which are new to him. In the paper 
industry, he could be asked to work out the comparative costs of bleaching pulp 
with sodium chloride or with hydrogen peroxide. But he is a cost accountant. What 
does he know about these things? Here he must take time to consult texts and to 
talk intelligently to the people he knows. All of these technical problems fall so 
easily into the mind of the cost accountant if he methodically goes after his materials, 
man power, machinery and financial costs. 

Eventually, if the accountant has maintained his mind against these ravages of 
the road through self-education, he will find himself in the management position. 
There he will have to apply the judgment on financial matters in which he should 
be expert, but most of the time he will be applying the skills of communication 
and man-management. He will not continue to do his own cost study. He cannot 
take personal control of productive equipment. He cannot personally go out and 
sell the product and he cannot personally hire, fire and advise all those working in 
the plant. Organization and communication are now his fields. 

The next thing to see to is that he does not stay in one place on the road by doing 
only those things which his nine-to-five job requires. Only by using imagination, initia- 
tive and curiosity will he see over the next hill in his road. Only occasionally will he 
find a job incapable of supplying the forward movement he requires. In such a case, 
as long as he has the ability to move over to the next horizon, he should most certainly 
quit his job and go elsewhere. Like Mr. Wilson of General Motors says, he must be 
a “bird dog.” 


IS MANAGEMENT CEDING ITS PREROGATIVES? 

Having arrived at management, what does he find? Is management, as it is under- 
stood in industry today, the scientific skill of which managers should be proud? | 
feel that it is not; I feel that we have reason to be ashamed of the present situation 
in which industry finds itself in relation to labour. The definition of management 
previously given says that it should control. Obviously this means to control intel- 
ligently, and yet we have allowed wages to rise in accordance with “boom” condi- 
tions and not in accordance with known long-term trends. Wages have continued 
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to rise even when markets are down. We have permitted the ability to manage to 
slowly trickle through our fingers because of the exigencies of the moment. 

Some may be surprised to learn that labour contracts now have clauses about 
the size and number of springs in the mattresses that their members must have when 
on construction jobs. They may be surprised to learn that, under many contracts, 
people who have suffered an industrial accident actually get more money on a paid 
holiday than those who have not had industrial accidents. They may be surprised 
to learn that fringe items now count for at least 30% as much as a man gets in an 
hourly rate. They may be surprised to learn that the hours of work, the wages paid, 
the holidays and vacations given, the ability to call a man to work after hours, the 
amount of products that can be made on some machines, are all subject to either 
government or labour discussion and regulation. Management should never have 
permitted many of these things into negotiation to muddy up the waters of industrial 
relations. 

Management does not appear to be asserting itself in a way beneficial to the over- 
all and continuing economy of Canada and, thereby, to the steady progress of 
Canadian workers. 


THE NEED FOR MANAGEMENT PLANNING AND CONTROL 

A recent editorial in a Vancouver paper said, in effect, that industry, which is 
now complaining of high wages, should remember that they are the ones who 
created them by agreeing to them. In other words, industry gets no credit, either 
with the workers or the general public, for granting conditions which, in the long 
run, will make the sale of our product impossible in foreign markets. The eventual 
plant shutdowns and loss of employment will be laid at management’s door. Manage- 
ment will be shown to have planned and controlled improperly. 

Many industries can be accused of poor planning. The pulp and paper industry 
is one example. In 1926, everyone built a newsprint mill. They were built at Three 
Rivers, Gatineau, in the Lake St. John district, and at the head of the Great Lakes. 
By 1930 all of these mills were either operating one or two days a week or in re- 
ceivership. Many of the great companies remained in the hands of receivers until 
the start of the second World War. Only then did business activity, advertising, and 
growth of population catch up with the installed productive equipment. But then 
the installation of new equipment was held up because the materials were needed 
for war and, afterwards, by the fear of recession. In 1955, however, it again became 
obvious that the newsprint industry was unable to supply the North American 
market and a building program was undertaken. Newsprint machines were added 
in companies all across Canada and companies which had never been in newsprint 
before also started to install machines. At the end of 1957, because of the business 
recession on this continent and the excess of productive €quipment, mills were oper- 
ating far below their productive capacity. Some of this new equipment has never 
yet started up. 

In such situations, we see a great need for management planning and decision. 


ECONOMY MUST IMPROVE COMPETITIVE POSITION 
During this period and even after companies had started to shut down their 
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productive equipment, union negotiations continued, adding to the cost by 742 or 
814 % in one year. 

if union gains resulted in greater economic activity, one could applaud. Un- 
fortunately however, one sees European cars on every street today; one sees Japanese 
plywood in every lumber dealer’s yard; one sees foreign paper, pulp and lumber 
everywhere in the export market. Countries which were economically destitute 
at the end of the war started on their road to recovery with Marshall-Plan aid, but 
continued on the initiative of the workers and the daring of their management, 
Those countries which suffered the most devastation during the war, say observers, 
are now the happiest and most prosperous. 

Fortunately, there are some among our labour and management people who 
realize that it is more important to produce competitively than to haggle. They 
realize that raw material by itself feeds, clothes or entertains no one. They realize 
that only in production is there wealth. 



























CONCLUSION 

Those who have arrived at management positions must give to management the 
dynamism which we attribute to the people who founded Canadian industry some 
40, 50 or 60 years ago. They must stand up and fight for legislation which will en- 
courage more people to risk new ventures. They must insist on management’s right 
to manage, to place the best man in the job. The public will eventually insist that 
management and labour both operate on an equal basis, under rule of incorporation 
and the Combines Act. 

The cost accountant who reaches a management position is uniquely equipped 
to return management to its original concept. If a service or product is required 
by the public, then an opportunity exists for some individual to go into business. 
The cost accountant can see if each step, each labour agreement, is sensible from 
the money standpoint. Money is still the equalling factor among nations and nothing 
in industry can be decided without reference to this money standard. If an operation 
does not produce a profit, it should not operate for eventually it will mean un- 
employment. 

With a firmly-grounded philosophy of free enterprise, with good humour, good 
communication and good cost accounting methods, the accountant on the road 
to management must learn not merely to be a manager, but to manage, to plan and 
control. 


For further reading 


SO YOU WANT TO BE A MANAGER, By John D. Mundie, Cost and Management, Nov. 
1958. : 


SKILLS OF AN EFFECTIVE ADMINISTRATOR, R. L. Katz, Harvard Business Review, 
Jan.-Feb. 1955. 


THE DYNAMICS OF MANAGEMENT, AMA Management Report #14. 


HOW ACCOUNTANTS CAN HELP MANAGEMENT MANAGE, J. E. Rainer, N.A.A. Bulletin, 
Feb. 1959. 
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ECONOMIC FORECASTING 
FOR GOVERNMENT* 


By T.N. Brewis, 
Associate Professor of Economics, 
Carleton University, Ottawa. 


Economic forecasts are far from being the reliable and fool- 
proof guides that many seem to think they are. Even were 
techniques of gathering and evaluating information more 
highly advanced than at present, the facts would still be subject 
to differences of interpretation and, still more, to a variety 
of opinion about the best course of remedial action. Despite 
significant advances in economic forecasting, the future will 
never be known with certainty. 
HE ambition to achieve high and stable levels of employment and income is 
fraught with innumerable difficulties, not least of which is the need to form a 
reliable impression of the direction in which the economy is currently heading. With- 
out such knowledge, policies designed to achieve a specific end may be inadequate 
or even perverse. Budgets designed to be expansionary or deflationary cannot readily 
be revised later in the year as events unfold, and even where such revision is feasible, 
some time will elapse before the new measures can exert their influence. 


GOVERNMENT FORECASTING WORK 

Recognition of this problem has encouraged the search for indications of the 
probable trend of the economy during the year ahead, and for some time certain 
government departments in Canada have been engaged in the formulation of eco- 
nomic forecasts, with particular reference to income and employment. A description 
of the work begun in 1946 will be found in an article by Stewart Bates appearing in 
the Canadian Journal of Economics and Political Science, August 1946. Very little, 
however, has been written on the subject since then and the departments concerned 
have shown a marked reluctance to publicize their procedures. The specific fore- 
casts themselves have always been regarded as confidential, and had it not been for the 
political use made of one of the documents in the 1957 elections, it is likely that even 
less would be known of the work involved than is known now. 

In certain election speeches of that year, the government was accused of failing 
to act on the basis of a forecast prepared for its guidance and that, as a result, a sub- 
sequent down-turn in activity was accentuated by the continuation of anti-inflationary 
measures. There was a Clear implication that economic forecasts prepared within the 
government or other public agencies could be relied upon with confidence and that 


* An address to the Cornwall Chapter of the Society of Industrial and Cost Account- 
ants on November 13, 1958. 





Associate Professor of Economics at Carleton University, Dr. Brewis is a graduate 
of Durham University in England where he obtained his M. Com. and Ph.D. degrees. 
Following war service as a Major in the Indian Army, he joined the British Foreign 
Service, serving in Berlin and Washington until 1948. He then returned to Durham 
on a Research Fellowship in Economics, specializing in the dollar problem in Britain’s 
international trade. With Carleton since 1953, he is currently writing a book on 
Canadian economic policy which is expected to be published next year. 


123 











economists were agreed in general upon the policy Gemanded by the situation at the 
time. It is not known how many people actually believed this, but if they did they were 
misled. On this, as on other occasions, the future was far from certain and conflicting 
tendencies, indicating weaknesses as well as strength, resulted in differences of opinion 
as to the appropriate action. In particular, the continued depreciation in the value of 
the dollar was a source of concern to officials of the Bank of Canada. 


FORECASTING TECHNIQUES STILL EXPERIMENTAL 

In spite of the progress which has been made in forecasting techniques and the 
accumulation of experience, the procedures are still largely experimental. To forecast 
with confidence would take a much more thorough knowledge of the causes of eco- 
nomic fluctuations than is possessed at the present time. This is not just a matter of 
collecting more data, but of developing valid theoretical concepts of how the economy 
functions so that the data can be correctly interpreted. We cannot expect to find 
answers to our problems until we know which are the important questions to ask. 
Without a theoretical framework, we risk being submerged under masses of data, 
the significance and interpretation of which eludes us. So little is known at the present 
time about such factors as the determinants of investment, the inter-relationship of 
consumption and investment or the effects of changes in the money supply on indivi- 
dual sectors of the economy, that every forecast is to some extent a jump in the dark, 
and at times a very big jump indeed. 

A variety of forecasting techniques are employed by government officials in Canada, 
involving different aspects of the economy, and the approach to forecasting is essenti- 
ally eclectic. Of late, however, there has been some disposition to rely increasingly 
upon the statistical indicator approach associated with the National Bureau of Eco- 
nomic Research in the United States, and the work of Geoffrey H. Moore whose 
paper on Statistical Indicators of Cyclical Revivals and Recessions was published by 
the National Bureau in 1950. As a result of very extensive investigation extending 
over several decades, Moore discovered certain series, among them construction con- 
tracts and average hours worked in manufacturing which, on the basis of past ex- 
perience, tended to lead turning points in economic activity. Other series, among 
them business profits, tended to be roughly coincident, and finally there were those 
including retail sales, which were apt to lag behind. The prospect of being able to 
rely upon indicators behaving in this way is very seductive, but not without danger. 
Not only do indicators fail to behave in a completely uniform way but the data 
may be open to more than one interpretation; thus inventories may be rising because 
sales are falling off, or because expectations of future sales are improving. In any 
event, the relevance of particular indicators varies with time and circumstance, and 
although a combination may suggest a partial safeguard, there is always the possi- 
bility that such combination will submerge those that are particularly significant in 
the situation under examination. Indeed, because of the different patterns of be- 
haviour at any moment of time, it is not infrequently a difficult matter, even in retro- 
spect, to determine just when the actual turning points in activity occurred. 


INTERPRETING THE DATA 
In the interpretation of data it is important at the outset to eliminate purely seasonal 
influences, but this presents a fundamental difficulty for the seasonal and non-seasonal 
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factors are inter-related. Seasonal unemployment, for example, is higher during 
periods of recession than it is during periods of buoyant activity. Seasonal trends may 
be so interwoven with the underlying fluctuations that their separation becomes a 
highly complex undertaking in itself, offering no assurance at the end that only the 
seasonal factor has been eliminated. 


A similar problem arises in the extraction of the long-term trend from cyclical 
movements. The assumption latent in the procedure is that the long-term and short- 
term movements are due to separate causal influences and, therefore, that the 
mathematical process involved in separating them corresponds more or less roughly 
to a real distinction of type in the economic system. But this assumption may not 
be valid. 


In making the forecasts of gross national expenditure for the year ahead, informa- 
tion is collected on investment intentions, government expenditure, and exports; con- 
sumption expenditure and imports are regarded largely as derivatives. Particular 
importance attaches to a study of the United States’ scene, developments in the United 
States having a great bearing on the Canadian economy. This information is fitted 
into the comprehensive conceptual framework of the National Accounts where it is 
checked for internal consistency. The questionnaires on investment intentions re- 
turned each year by a sample of business firms offer some indication of probable 
expenditures on capital goods but business plans may be modified fairly quickly when 
the circumstances seem to warrant it, and for the most part business men seem in- 
clined to base their statement of intentions on a projection of past trends. Consequent- 
ly, they miss the turning points in activity. As to be expected, the mid-year revisions of 
intentions offer a closer approximation to investment eventually undertaken. An 
examination of business profits furnishes a further guide to likely investment trends 
and so also does a study of output relative to capacity. 


With regard to employment forecasts specifically, the Department of Labour 
makes certain independent surveys of the labour market, obtaining some of its 
information from National Employment offices throughout the country and from 
questionnaires to employers. Here again, it is apparent that employers in general 
are unable to forecast their own labour requirements and fail to recognise turning 
points in activity until the turn is well advanced. It may be noted in this connection 
that the correlation between output and employment is far from complete in the 
short run. Changes in output do not necessarily involve corresponding changes in 
the numbers employed. Further complicating unemployment estimates is the fact 
that the size of the labour force fluctuates with changing economic conditions. A 
booming economy attracts married women and others into the labour force who 
otherwise would drop out, so that attempts to predict the number of unemployed 
presupposes an initial calculation of a variable labour force. It is not sufficient in 
this connection to know the level of unemployment in aggregative terms; high levels 
of employment may prevail in general, but local pockets of unemployment may 
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remain. It makes a great difference to policy whether unemployment is dispersed 
throughout the country or is centred heavily in one or two industries or localities. 


CONCLUSION 

As indicated above, the approach to government forecasting in Canada is essen- 
tially eclectic; not only is information derived from many sources but its interpre- 
tation involves a complex of considerations in which economic theory, econometric 
studies and the personal impressions of the forecaster enter at various points. 
Inevitably differences of opinion arise, and expectations are necessarily hedged 
with qualifications. The Bank of Canada makes independent forecasts of its own 
but there is a constant interchange of information and opinion with government 
officials. 

In conclusion, it should perhaps be stressed that agreement on particular fore- 
casts, even where this occurs, in no way necessitates agreement on the desirable 
course of action. Following a boom in investment and a sustained rise in consumer 
prices, it may seem better to err on the side of restraint than further expansion, even 
at the expense of temporary unemployment. One of the most interesting aspects 
of the recent conversion loan was the conversion of the Minister of Finance to 
dearer money. Sharp differences of opinion have prevailed from time to time be- 
tween the Governor of the Bank and the Minister of Finance as to the type of 
policies to be followed and such differences will not disappear merely with improved 
techniques of forecasting. In any event the future will never be known with certainty. 
The most that one can hope to achieve is a well-informed guess based on sound 
theoretical analysis and a careful study of evolving trends. 


For further reading 
KEY MEASUREMENT OF THE CANADIAN ECONOMY, By R. B. Crozier, The Canadian 
Chartered Accountant. Jan. 1958. 
CANADA AND ITS FUTURE, By V. C. Wansbrough, Canadian Journal of Accountancy. 
March 1958. 
RELATING FINANCIAL POLICIES TO THE ECONOMIC OUTLOOK. Panel Discussion. Cost 
and Management, July-August 1958. 
EVALUATING ECONOMIC TRENDS, By George A. Gathercole, Canadian Journal of 
Accountancy. Sept. 1958. 


OUR APOLOGIES 


In a review of the book Higher Management Control by T. G. Rose and Donald 
E. Farr, which appeared in the July-August 1958 issue of Cost and Management, 
the term “moving average” was erroneously substituted for “moving annual total.” 
This error occurs in paragraph 4, the first part of which should read, “Use is made 
of the moving annual total.” Our apologies to the authors, and also our thanks for 
bringing this typographical error to our attention. 
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Books in Review . . . 


PROCEEDINGS—FIRST ANNUAL SEMINAR 
ON EXECUTIVE PRACTICES AND METHODS 


(Sponsored by the University of Miami, Coral Gables, Florida and H. B. Maynard 
and Company, Incorporated, Pittsburgh, Pa.) Copyright 1958—H. B. Maynard 
and Company, Incorporated. Pp. 357—Price $10.00 

Reviewed by George Moller, D. Juris, C.A., R.LA. 


This volume contains the complete text of the papers presented at a five-day seminar 
held in Hollywood, Florida, in November, 1957. Leafing through the clearly-printed 
pages, one gets the impression that the claim in the Foreword that “these proceedings 
put into print, for the first time, some of the soundest and most advanced thinking 
available on subjects of particular concern to top management”, may be well founded. 
The program shows the following headings: 

e Setting Management Objectives 
The Decision-Making Process 
Organizing to Carry Out Management’s Objectives 
Motivating, Communicating, and Measuring in Organization Planning 


Developing Future Managers 


The combination of university and management consulting firm, blending re- 
search and academic theory with practical experience, is no longer unusual. 

In the introductory address by Dr. Jay F. W. Pearson, President of the University, 
we find the statement that “fortunately for today’s managers, accounting methods 
and all the complex machinery necessary to analyze business data and permit some 
review of past achievement and some prognosis of the future have kept pace with 
other progress.” In Dr. H. B. Maynard’s address on “The Art and Science of Man- 
aging’, we find described as the ninth of eleven elements “measure, evaluate, and 
control: At the end of the project, the final results obtained are compared with those 
anticipated. This often provides new information and the starting point for another 
managing cycle.” 

John P. Richmond, Vice-President, ACF Industries, Incorporated, New York 
City, describes in “Control Techniques for Decentralized Organization” his com- 
pany’s practice as “decentralized management with centralized control”, an interest- 
ing combination, increasingly being used. 

Among the control techniques, he shows a special chart headed “Return on 
Investment” which appears in each division’s monthly progress report in his company. 
He stresses that this chart shows three relationships: Investment and Sales . . . Profits 
and Sales .. . and Profits and Investment. 

One address by Robert O. Ferguson, (a Maynard executive), describes under 
the heading “New Tools for Decision-Making”: Operations Research applications: 
the profit margin yardstick; the program of highest total profit margin calculated 
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by linear programming; others mentioned are Waiting Lines; Game Theory; Search 
Theory; Monte Carlo Theory and their general fields of management application. 

Dr. Grover A. J. Noetzel, Dean of Business Administration, talks about “Decisions 
That Affect Profits”, discussing the essentials of management: planning, organizing, 
directing and controlling. 

“Using the New Decision-Making Tools” is interestingly illustrated by M. W. 
Horrell, General Manager, Bendix Computer Division, Bendix Aviation Corpora- 
tion, in “Factors Considered in a Study of Leasing”, which clarifies the decision 
aspects of selling against leasing computers. 

In “Organization Concepts That Work”, Fred H. Meyer, another Maynard 
Vice-President, stresses definiteness and consistency as fundamentals in successful 
organizational planning. 

“Organizing Top Executive Time” makes most interesting and, perhaps, even 
exciting reading for executives struggling continuously to solve their all-important 
time disposition problem. Dan Steinhoff, Jr., Dean, Evening Division of the Univer- 
sity, illustrates his talk by a “Responsibility Procedure Check List” for administrators, 
which seems worth while attempting in one’s own organization. 

The article “Measuring Management Performance” by Dr. Jean P. Lesperance, 
Professor of Management at the University of Miami, was read with particular 
interest by this reviewer because of the field covered. This presentation turned out 
to be rather sketchy and disappointing as it does not sufficiently distinguish between 
objectives and tools. 

In “Selecting Management Material”, W. Scott Bliss, President, Kidd Drawn Steel 
Corporation, we find Admiral Ben Moreell’s statement: “it takes men, money, and 
machines to make a successful company. You give me the men and I'll get the 
money and machines.” This paper contains an interesting evaluation analysis form 
from the author’s company. 

Papers on executive compensation and management development procedures 
lead to the final paper by Herman W. Steinkraus, President and Chairman of the 
Board, Bridgeport Brass Company, “Developing Management Leaders of Tomorrow”. 
The following characteristics are given for a real leader: 

. Love of Work 
. Vision 
. Terrific Drive 
. Courage 
. Fine Sense of Timing 
. The Ability to Inspire Others 
. Integrity 
. Profit-Mindedness 
9. Make Right Decisions. 


Summing up, executives and students of management will find more than their ~ 
money’s worth in this unusual collection of addresses, even if all the papers are 7 
not on the same high level, a drawback probably unavoidable in any enterprise = 
of this kind. ; 
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